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April 30, 2004
EPR 3 ¢ 2004

Mr. Thomas Dorman, Executive Director

Pubiic Service Commission
211 Sower Boulevard

P. O. Box 615

Frankfort, Kentucky 40602

RE: KENTUCKY UTILITIES COMPANY’S ANNUAL EARNINGS SHARING
MECHANISM FILING FOR CALENDAR YEAR 2003
CASE NO. 2004-00070

Dear Mr. Dorman:

Please find enclosed and accept for filing the original and seven (7) copies of the
Response of Kentucky Utilities Company (“KU”) to the First Data Request of
Commission Staff dated April 15, 2004, in the above-referenced matter.

Should you have any questions concerning the enclosed, please contact me at your
convenience.

Sincerely,

Robert M. Conroy % ”
Manager, Rates

Enclosures

cc: Parties of Record
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KENTUCKY UTILITIES COMPANY
CASE NO. 2004-00070

Response to the Commission's First Data Request
Dated: April 15, 2004

Question No. 3
Responding Witness: Valerie L. Scott

Q-3.  When determining the net operating income for the 2004 ESM Filing, explain
how KU treated expenses associated with the February 2003 ice storm.

A-3. Operating expenses for the February 2003 ice storm net of insurance recoveries
were recorded as an expense in calculation of net operating income.






A-4.

KENTUCKY UTILITIES COMPANY
CASE NO. 2004-00070

Response to the Commission's First Data Request
Dated: April 15,2004

Question No. 4

Responding Witness: Doug Leichty

Refer to the 2004 ESM Filing, Form 3(b). Explain why it is necessary to adjust
the determination of the cost of long-term debt for the “Environmental
Compliance Rate Base” in Column 7 and the “Environmental Interest Expense” in
Column 8. Include with the explanation the reason(s) supporting the
environmental-related adjustments.

The environmental-related adjustments on Form 3(b) to the determination of the
cost of long-term debt in the ESM Filing for Calendar Year 2003 are consistent
with the ESM Filings for Calendar Years’ 2000, 2001, and 2002. The
environmental-related adjustments made in the determination of the cost of long-
term debt are pursuant to the Commission’s Order in Case No. 98-474 issued June
1, 2000, on page 5 where it states, “The Commission has considered the
arguments made by KU and agrees that the blended interest rate calculations
should have recognized the assignment of the environmental surcharge
adjustment to long-term debt, at an interest rate equal to the rate of returmn
provided in the environmental surcharge mechanism.” The ESM reporting
requirements provide that the cost rates for debt shall be presented in a manner
consistent with that adopted by the Commission in Case No. 98-474.






Q-5.

KENTUCKY UTILITIES COMPANY
CASE NO. 2004-00070

Response to the Commission's First Data Request
Dated: April 15, 2004

Question No. 5

Responding Witness: Carol A. Foxworthy / Doug Leichty

Refer to the 2004 ESM Filing, Form 3(f), pages 2 and 3 of 3.

a. On page 2 of 3, in the “1994 Plan” section, Column E, the amount shown for

March 2003 for Emission Allowances does not agree with the corresponding
amount included in KU’s monthly environmental surcharge report. Indicate
which amount for the March 2003 Emission Allowances is correct. If the
amount shown on page 2 of 3 is incorrect, resubmit all schedules impacted by
the correction of the Emission Allowances amount.

. On page 3 of 3, reference is made to Exhibit CAF-3 from Case No. 2003-

00068.° Provide copies of Exhibit CAF-3 as submitted in Case No. 2003-
00068.

KU’s April environmental surcharge report included revisions to the January,
February, and March emission allowance inventory. Please see the attached
revised schedules impacted by changing the Emission Allowance inventory
balance as shown:

Month Inventory as Filed Inventory as Revised
Jan 2003 $66,651 $70,130
Feb 2003 $62,872 $66,352
Mar 2003 $60,473 $63,953

b. Please see the attached Exhibit CAF-3 from Case No. 2003-00068.

2 Case No. 2002-00068, An Examination by the Public Service Commission of

the Environmental Surcharge Mechanism of Kentucky Utilities Company for the Six-
Month Billing Periods Ending January 31, 2001, July 31, 2001, January 31, 2002, and
January 31, 2003 and for the Two-Year Billing Periods Ending July 31, 2000 and July 31,

2002.
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3) %LIET

00Y'SEL'S898
@) 6¥9°TET91S
(3) 8875650
(P) 860°¢99'6$

() s¥LLs1'vZs

(8) 100°cE'988 141'S6T'8ET' 1S %869
{q) 957'6LTT9%

(8} LPT'PSO001% I71'66T'8ET 13 %80°8

(6190 nue, oLy {4} wog wosd)
yuawaanbey uonezieiide) 1enden
anuaAIY [BUOBIpSLINg o Wy
¥ £ [4

g aur] Aq papiap L aw] - (8)
9 aur Aq papiaIp  auig - (§)
pl uuog woig - (3)

%0 sawn ¢ aur’y - (p)

£ 3] snu Z 3U1 - (9)

T uuo wolf - {q)
£ Ummjos) sewn 7 mun|o)) - {e)

I0)2%] wSjueN] Sureyg sdaruaey

(sanmasay WSH Swpnpxy)
poray Sunaoday yusaany) ay) 1Q SINUIAAY [EUCHIIPSLINS [ENJIY

ymausnlpy anuaasy
10198 anusAsdy dn sso1n
JAW0)SN,) 3} 0} o, 0 Je HOTA( sBupuaeq Jo Sunieqy

naga sdurulteqg
sy Aynbg aawory o) uey 5537 st awoduy 3unssed() )N

94,5'01 JoAunby uo Win)ay uo paseq Jwodu] FunerRdQ PN Jo N JaMmo]
swodu] Supesad() 1N [BUCTIIPSHIR[ [EN)IY

9,6'7 1 JoAnnby uo namyay] uo paseq sweouy SugesddQ RN jo Nwry ddp

'SBION

£007 Tea & TepuRe() - polind Furodoy 1uakn)
1078, ] WSTURYOS A Suneyg sSurwrey Jo UONRUITLIND(] pue Syl Arnbg 0) swoouj Sugersdg PN Jo uostredwio))

ANVJINOD SHLLI

1 AMDNINTN



Attachment to KU Question No. 5(a)

Page 2 0of 12

Foxworthy / Leichty

T1 3ur] £q papialp 6 aul - (1)

pouad Sutpodoy] jusimy) 103 Jury | uuo] wolf - ()
g eurg snyd ¢ oury - (8}

£ 3ur] snufw g aury - (§)

ponad Butuodsy 1ueamy) Joj Ful(y | uuoq woid - (9)
p oury snuiw ¢ sury - (p}

gourysnyd [ aury - (3)

pous Suipoday sou ] lof Suipy e wioJ woid - (q)

potag 8unioday Toud Joj Sumy | uuo woy] - (B)  :saj0N
(1)) %L 05T 1o X JUALSH{PY JUSLINY) JO SYIUCTA USAS[H JSe] I0] 10108 wWsiueysa)y Sumreyg sBurureg €]
£2L065°879% Iea ) juammisnfpy JUaLMY) JO SYIUOTA URAS[H 15€] J0J SNUIASY [EUONDIPSLIN] pajeuwnsy  ZI
LI9PPI‘LES (01 =ur Jo Z1/1) FeaA Jususnipy JusLIng Jo PUOR 131 J0J 9NUSASY [BUOHOIPSLINS pajewisy [
(Y 00¥ScL 5898 potag Sunzoday] UDLNY) 9Y) 10) STIUSADY [RUONDIPSLING [BMOY O]
(8) €69'cvy'vis 129 3 Jusunsnipy ULy Jo YOy uaAald 1se 1of jueunsnipy Fuldueleg snjq waunsnlpy snusasy 210 6
@) 876°6.8'F1$ Iea A jusunsnipy WSLIND) JO SYIUOW UAI[T 15e] JoJ Jusunsnipy onuoasy pajewnisy g
1ZL°TSE 18 (9 aury jo /1) Iea & jusumsnipy juslind JO JIUOW 18I 10] juounsnlpy onuaasy pajeusy L
(@) 6v9°TET91S pousad Sunpodoy Jusim:y Joy juswsnlpy anusaey 9
() (sez'ocTy) Tea A Jusunsnlpy warmy) Joj juownsnipy Juoueeg ¢
01Z°ST0'TI$ Tea & yuounsnipy ot 10
SONUIASY WS[URYISN Sulreys sSunueg [enidy ¢
(o) SL6'8LLTIS 13§ Jusunsn(py Jond 10§ POZLOYINY SINUIASY 0 yusunsnlpy erol ¢
(@) 985°6L1S Iea § Juatmsnipy ol I0] poZUONY Jusunsnipy Suowereg ¢
() 635665 T1S Ieo i jusunsnlpy Jold JO] PpSZUONY JUSTNsnpy InudAsy |

B] 104

00T YT YSnorg 0oz udy - ;a4 Jusunsn(py Juormo)
$00T Yot yBnomy £0oz [Udy - 1 4 yuounsnlpy toug
J010u,] wstueyoawy Sutieys sSurmieq pue juounsn(py Suiouereq Jo uoneuUILLNOJ

ANVAINOD SHLLY "~ ASIDNINEN




Attachment to KU Question No. 5 (a)

Page 3 of 12
» NTUCKY UTILITIES COMPANY Foxworthy / Leichty
Form 1b
- Upper and Lower Point Rate of Return
Weighted Average Cost of Capital
13-Month Average for 2003
Upper Limit
1 2 3 4 5
Adjusted
Kentucky Percent Annual Weighted
Jurisdictional of Cost Cost of
Capitalization Total Rate Capital
{From Form 3, Cal9) {Col3 x Cold)
1 Short Term Debt $91,366,693 7.38% 1.16% (a) 0.09%
2 A/R Securitization $39,730,903 3.21% 1.51% (a) 0.05%
3  Long Term Debt $396,335.648 32.01% 2.93% (b) 0.94%
4  Preferred Stock $32,284,797 2.61% 5.68% (c) 0.15%
5  Common Equity $678,577,097 54.79% 12.50% (d) 6.85%
6 $1,238,255,141 8.08%
Lower Limit
1 2 3 4 5
Adjusted
Kentucky Percent Annual Weighted
Jurisdictional of Cost Cost of
Capitalization Total Rate Capital
(Frotn Form 3, Col 9) (Col3xCold)
1  Short Term Debt $91,366.693 7.38% 1.16% (a) 0.09%
2 A/R Securitization $39,730,905 3.21% 1.51% (a) 0.05%
3 Long Term Debt $396,335.648 32.01% 2.93% (b) 0.94%
4  Preferred Stock £32,284,797 2.61% 5.68% (c) 0.15%
5 Common Equity $678,577,047 54.79% 10.50% {(e) 5.75%
6 $1,238,295,141 6.98%
Notes: (a) - From Form 3d

(b) - From Form 3b
(¢) - From Form 3¢

(d) - Baseline Return on Equity of 11.5% plus 100 basis points
(e) - Baseline Return on Equity of 11.5% minus 100 basis points



Attachment to KU Question No. 5 (a)

Page 4 of 12
KE. . (UCKY UTILITIES COMPAN . Foxworthy / Leichty
Form 1c
Adjusted Jurisdictional Rate of Return on Common Equity
Weighted Average Cost of Capital
13-Month Average for 2003
1 2 3 4 5
Adjusted
Kentucky Percent Annual Weighted

Jurisdictional of Cost Cost of

Capitalization Total Rate Capital

(From Form 3, Col 9) {Col3 x Col 4)
1 Short Term Debt $91,366,693 7.38% 1.16% (a) 0.09%
2  A/R Securitization $39,730,905 321% 1.51% (a) 0.05%
3  Long Term Debt $396,335,648 32.01% 2.93% (b) 0.94%
4  Preferred Stock $32,284,797 2.61% 5.68% (c) 0.15%
5  Common Equity $678,577,097 54.79% 6.94% (d) 3.80% (e)
6 $1,238,295,141 5.03%
7  Net Operating Income $62,275,256 ()
8  Net Operating Income / Total Capitalization 5.03% ®

Notes: {a) - From Form 3d

(b) - From Form 3b
(c) - From Form 3¢
{d) - Column 5 / Column 3

(e) - Column 5, Line 6 - Line 1 - Line 2 - Line 3 - Line 4

(f) - From Form 2

(g) - Column 5, Line 7 divided by Column 2, Line 6
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{ENTUCKY UTILITIES COMPANY

Adjustments to Revenues and Expenses

Current Reporting Period - Calendar Year 2003

Attachment to KU Question No. 5 (a)

Page 6 of 12
Foxworthy / Leichty

Form 2a

10

11

12

i3

14

15

16

17

18

19

20

21

1

Description

QOperating Revenues:
Elimination of Environmental Surcharge Revenue

Revenue Adjustment for Off-System Sales
Environmental Surcharge

Elimination of Provision for Refund - ECR, FAC, and ESM
Elimination of Actua! ESM Revenue

Elimination of FAC Revenues

Elimination of Brokered Sales Transactions-Net

TOTAL OPERATING REVENUES

Operating Expenses:

Elimination of Envirenmental Surcharge
Operating Expenses.

Elimination of Environmental Surcharge
Depreciation Expense

Elimination of Envivonmental Surcharge
Property Taxes

Elimination of Proceeds from Allowance Sales
Elimination of Proceeds from By-Product Sales
Elimination of FAC Expenses

Shareholder Merger Savings

VDT Net Savings to Shareholders

Eliminiation of Advertising Expense

Elimination of Cumulative Effect included in Account 407,
Regulatory Credit

TOTAL OPERATING EXPENSES
Income Taxes:

Federal and State income Taxes on above
adjustments (@40.3625% effective rate

Federal and State Income Taxes Interest
Tax Expense Adjustment

TOTAL INCOME TAXES

2

Source

Form 3f

Form 2b(1)

Form 2b(3)

Form 2b{4)

Form 2b(5)

Form 3f

Form 3f

Form 3f

Form 3f

Form 3f
Form 2b(4)
Form 2b{6)
Form 2b(7)

Form 2b(8)

Fortn 2b(H

Calcnlated

Form 2b(10)

3
Total

Kentucky
Utilities

($22,981,691)

($858,048)
$8,129,579

(58,106,085)

($28,333,913)

$285,266

(551,864,891}

($4,522,332)

($5,069,763)

(8265,509)
$286,166
$477,401

($21,012,583)
$17,869,521
$3,540,000

($43,079)

$9,926,350

31,186,172

Allocator

100.060%

100.000%:

100.000%%

100.000%

100.000%

85.925%

85.440%

86.013%

87.540%

86.013%

86.013%

100.000%

100.000%

100.000%

94.724%

86.013%

(851,905,043)

($19,748,795)

Ky Retail
Jurisdictional

($22,981,691)

($858,048)

. $8,129,579
($8,106,085)
($28,333,913)

$245,115

($3,863,865)

(54,360,655)

($232,427)
$246,139
$410,627

(321,012,583}
317,869,521
$£3,540,000

(340,306)

38,537,951

$1,093,903

(521,391,699

51,642,905




Attachment to KU Question No. 5 (a)

ENTUCKY UTILITIES COMPANY Page 7 of 12
Foxworthy / Leichty
Form 2b(10}
Interest Tax Expense Adjustment
Current Reperting Period - Calendar Year 2003
1 2 3 4
From Form 3z
1  Adjustments to Total Co. Capitalization
Short-Term Debt Component ($672,813)
2 Jurisdictimal Rate Base Percentag 87.77%
3 KY Juris. Adjustments to Total Co, Capitalization
Short-Term Debt Component (Line 1 x Line 2) ($590,528)
4  Applicable Cost of Debt Rate 1.16% (a)
5 Interest Expense berease (Decrease) (Line 3 x Line 4) (36,857
6  Adjustments to Total Co. Capitalization
A/R Securitizatim Component (3296,024)
7 Jurisdictinal Rate Base Percentage 87.77%
8  KY Juris. Adjustments to Total Co. Capitalization
A/R Securitizatim Component (Line 6 x Line 7) ($259,820)
9  Applicable Cost of Debt Rate 1.51% (a)
19  Interest Expense horease (Decrease) (Line 8 x Line 9) ($3,921)
1 Adjustments to Total Co. Capitalization
Long-Term Debt Camponent ($3,464,292)
12 Jurisdictimal Rate Base Percentag 87.77%
13 KY Jurts. Adjustments to Total Co. Capitalization
Long-Term Debt Component (Line 11 x Line 12) ($3,040,609)
14  Adjustments to KY Juris. Adjustments Capitalization
Long-Term Debt Component (Environmental Surcharge 2001 Pian} ($37,295,093)
15  Total Adjustments to Long-Term Debt Component (Line 13+Line 14) ($40,335,702)
16  Applicable Cost of Debt Rate 3.10% (b)
17  Interest Expense herease (Decrease) (Line 15 x Line 16) ($1,248,750)
18  Adjustments to KY Juris. Adjustments Capitalization
Long-Term Debt Component (Environmental Surcharge 1994 Phn) ($65,256,823)
19  Applicable Cost of Debt Rate 4.31% (b)
20  Interest Expense herease (Decrease) (Line 18 x Line 19) ($2,810,846)
21  TOTAL INTEREST EXPENSE INCREASE (DECREASE) ($4,070,374)
22 INCREASE (DECREASE) TO JURISDICTIONAL INCOME TAXES 51,642,905
{@40.3625% effectiwe rate)
Notes: {a) - From Form 3¢

{b) - From Form 3b (Annual Interest/Principal Amount)
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Attachment to KU Question No. 5 (a)

ANTUCKY UTILITIES COMPANY Page 9 of 12
Foxworthy / Leichty

Adjustments to Kentucky Jurisdictional Capitalization
13-Month Average for 2003

Form 3a

1 2 3 4 5 6
Kentucky Percent Environmental Environmental Adjustments

Jurisdictional of Surcharge Surcharge to KY Juris.

Capitalization Total 1994 Plan 2001 Plan Capitalization

(From Form 3, Cd 7) (Direct to LTD) {Col 3 x Cd §, Ling ) {Cal 4+ Cd 5)
1  Short Term Debt $98,749 879 7.01% ($7,383,186) ($7,383,186)
2 A/R Securitization 542,943,275 3.05% ($3.212,370) {$3,212,370})
3 Long Term Debt $498,887.565 35.41% ($65,256,823) ($37,295,093) ($102551,917)
4  Preferred Stock $34,896,823 2.48% ($2,612,026) {52,612,026)
5  Common Equity $733,398,041 52.05% ($54,820,944) ($54,820,944)
6 $1,408,875,583 {$65,256,823) (a) ($105,323,619) (b} ($170,580,442)

Notes: (a) - From Form 3f, Col. 6
{b) - From Form 3f, Col. 7
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Attachment to KU Question No. 5 (a)
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Calculation of Revenue Requirement for Roll-In:

Environmental Compliance Rate Base
Pollution Control Plant in Service
Pollution Control CWIP Excluding AFUDC
Subtotal

Additions:
Inveniory - Spare Parts
Inventory - Limestone
Inventory - Emission Allowances
Cash Working Capital Allowance
Subtotal

Deductions:
Accumulated Depreciation on Pollution Control Plant
Pollution Control Deferred Income Taxes
Pollution Control Deferred Investment Tax Credit
Subtotal

Environmental Compliance Rate Base

Rate of Retum - Environmental Compliance Rate Base

Return on Environmental Compliance Rate Base

Paliution Control Operating Expenses
12 Month Depreciation and Amortization Expense
12 Month Taxes Other than Income Taxes
12 Month Insurance Expense
12 Month Emission Aliowance Expense
12 Month Operating and Maintenance Expense
Less O&M Expenses Already Included in Base Rates

Total Pollution Control Operating Expenses

Gross Proceeds from By-Product & Allowance Sales

ES Form 2.0, May 2002
ES Form 2.0, May 2002

ES Form 2.0, May 2002
ES Fom 2.0, May 2002
ES Form 2.0, May 2002
ES Form 2.0, May 2002

ES Form 2.0, May 2002
ES Form 2.0, May 2002
ES Form 2.0, May 2002

See Support Schedule A
See Support Schedule A
See Support Schedule A
See Support Schedule A
See Support Schedule A

ES Form 2.1, May 2002

See Support Schedule B

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount

Retumn on Environmental Compliance Rate Base
Poliution Control Operating Expenses
Less Gross Proceeds from By-Product & Allowance Sales

Roll In Amount
Jurisdictional Allocation Ratio -- Roll In
Jurisdictional Revenues for 12 Months for Roll In

Roll In Jurisdictional Environmental Surcharge Factor:

See Support Schedule C

See Support Schedule C

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount

Jurisdictional Allocation Ratio - Roll In

Jdurisdictional Environmental Surcharge Gross Revenus Reguiremant — Roll In Amount

Base Rate Increase

Attachment to KU Question No. 5 (b)

Pagelof}
Foxworthy / Leichty
176,531,889 9,775,541
1,243,506 8,787,082
177,775,485 18,562,623
1,261,319 -
158,245 .
117,310 -
853,850 -
2,300,724 -
56,196,133 64,993
16,640,410 81,447
74,836,543 146,440
105,320,666 18,416,183
6.27% 14.41%
6,604,170 2,653,772
7,084,107 64,993
202,572 9,375
74,676 -
110,749 -
6,830,800 - 5,180,221
14,302,804 74,368 12,662,325
e 091,001
6,604,170 2,653,772
14,302,904 74,368 12,662,325
{391,001) -
20,516,073 2,728,140 18,675,494
77.1841% 77.1941%
591,220,520 501,220,529
20,516,073 2,726,140 18,675,484
77.1841% 77.1941%
15,837,192 2,105,962 17,943,154
2.6787% 0.3562% 3.0349%






Q-6.

A-6.

Response to Question No. 6

KENTUCKY UTILITIES COMPANY
CASE NO. 2004-00070

Response to the Commission's First Data Request
Dated: April 15,2004

Question No. 6

Responding Witness: Valerie L. Scott

Refer to the 2004 ESM Filing, Appendix B.

a.

For both employee labor costs and contractor costs, provide the capitalized
amounts, the expensed amounts, and the total amounts (capitalized plus
expensed) for 2002 and 2003. Also provide the capitalization ratios for
employee labor and contractor costs for 2002 and 2003.

The employee headcount was 1,280 at December 31, 2002 and 1,283 at
December 31, 2003, an increase of 0.23 percent. Explain why employee labor
costs increased from $84,596,426 in 2002 to $93,294,055 in 2003, an increase
of 10.28 percent.

Identify the types of costs included in the burdened labor costs and provide
the specific percentage increases in the various components of burdened labor
costs between 2002 and 2003.

Identify whether changes in the ratios of capitalized costs and expensed costs
impacted the percentage increase for employee labor.

Contractor costs increased from $55,065,901 in 2002 to $57,322,911 in 2003,
an increase of 4.10 percent.

(1) Provide a schedule summarizing the increases or decreases in operation
and maintenance contractor costs by functional areas.

(2) Provide a detailed explanation for the decrease in contractor costs
between 2002 and 2003, including the extent to which changes in the
capitalization ratios impacted the magnitude of the decrease.

Employee labor cost and contractor cost capitalized and O&M amounts and
the labor total for 2002 and 2003:

Page 1 of 3
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c.

Response to Question No, ¢

2002 2003 Difference

EMPLOYEE LABOR

Capital $23,128,056 $25,469,902  $2,341,846

O&M 84,596,426 93,294,055 8,697,629

Total $107,724,482 $118,763,957 $11,039,475
CONTRACTOR

Capital $83,739,723  $197,963,491 $114,223,768

O&M 55,065,901 57,322,511 2,257,010

Total $138,805,624  $255,286,402 $116,480,778

Employee and contract labor costs are not allocated to capital and O&M based
on ratios but charged directly based upon the actual work performed.

Direct employee labor cost increased in 2003 by approximately $4.3 million
due to wage increases and other employee changes (i.e., changes between
labor charged to capital versus expense). The remaining O&M labor increase
1s from the overall increase in burdens of $4,349,493 in 2003 as identified in
response to c.

Employee burden cost by type for 2002 and 2003:

2002 2003 Difference Percent
Vacation and Holiday $6,249,035 $5,820,063  ($428,972) (6.9)
Hospitalization 5,723,777 4,902,777 (821,000) (14.3)
Thrift Plan 1,516,485 1,867,928 351,443 232
Off Duty and Sick 1,694,836 1,856,877 162,041 9.6
Workers Compensation 866,303 864,520 (1,783) (0.2)
Pensions, Dental, Post Retirement, Group
Life Insurance, and Post Employment
Benefits 9,288,643 14,693,628 5,404,985 58.2
Team Incentive Award 5,089,063 4,771,842 (317,221}  (6.2)
Total $30,428,142 $34,777,635 $4,349,493  14.3

Employee and contract labor costs are not allocated to capital based on ratios
but upon the actual work projects performed.

(1) Listed below is the summary of the increase in O&M contractor costs for
functional areas.
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Response to Question No. 6

2003 vs. 2002 Contractor O&M

FUNCTION - Increase/(Decrease)
Steam ($3,757,688)
Hydraulic 12,294
Other Power Generation (634,157)
Other Power Supply 11,413
Electric Transmission (39,051)
Electric Distribution 13,363,431
Customer Accounts (3,212,714}
Customer Service and Informational 650,872
Sales Expenses 120,250
A&G Total (4,257,641)
Total $2,257,009

€. (2) Steam generation contractor O&M expenses decreased in 2003 versus
2002 due to decreased outage repairs at Ghent and E W Brown steam
generating plants.

Electric distribution increase is due to $9.85 million in O&M charges for
the KU ice storm. The remaining increase was primarily due to the
reclassification of contractor meter charges from Customer Accounts in
2003.

Customer accounts decreased due to the reclassification of charges for
contractor meter expenses to electric distribution in 2003.

Administrative and general expenses primarily decreased due to the
amortization of merger expenses for only a half of year in 2003 compared
to a full year in 2002. This amortization was charged to contractor costs in
error, the decrease in 2003 was $2 million. The remaining decrease was
due to decreased legal expenses incurred in 2003 as compared to 2002 for
legal expenses associated with the E. W. Brown combustion turbine
litigation.

The contractor charges are directly assigned to O&M and capital based on
work performed. Allocations are not used to charge capital or O&M.
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